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Importance of Accounting to Management *
By A. R. Erskine
While we can look back to the ancients for the beginnings of
accounting, it was not until recent times that modern accounting
as we know it was devised. Until the advent of the machinery
age, transactions of buying and selling and exchange of money
were adequately served by the simplest of systems. When big
factories with mechanical appliances, employing numerous men,
began displacing hand-work, the industrial era started, and ac
counting became complex. The rapid multiplication of such
industries increased the problems and it soon became apparent
that manufacturing accounting was the most difficult task that
had yet faced the accounting fraternity. The subject was most
baffling. The old merchandise account was continued, to which
goods made or purchased were charged at cost, and sales were
credited at selling prices. Costs of product were estimated by
crude methods and inventories were priced at these costs. In
ventory periods were dreaded because of the difficulties of pricing,
closing down and making up balance-sheets and trading accounts.
Balance-sheets and profit-and-loss statements in the compre
hensive and intelligent form of the present day were unknown.
Audited and certified statements such as are now commonly
required were likewise unknown; and it is safe to say, perhaps, that
statements really correct were seldom obtained. Manufacturers
naturally sought men skilled in accounting practice to help them
out and while such men knew more than the bookkeepers em
ployed by the manufacturers, they had only a scant knowledge
of modern accounting as we know it today. These accountants,
however, enjoyed a lucrative practice, formed a profession and
studied hard.
As the first great modern industrial country, it was natural that
England should first appreciate the importance of accounting
and dignify men engaged in it publicly by state recognition.
England has the distinction of first creating by law the chartered
accountant, about two generations ago, and of establishing ac
counting on a high professional plane approaching that of law.
Professional accountants were meantime practising in the United
* An address before the Illinois Manufacturers’ Association, Chicago, 1924.
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States and in 1896 they succeeded in having the legislature of the
“empire state” pass a law recognizing the profession, under
which the board of regents examines applicants and grants
C. P. A. certificates to successful candidates. All our forty-eight
states now have C. P. A. laws. All examinations include com
mercial law subjects as well as accounting.
It was about 1896 that our big industries began forming, and
the certified public accountants of the country have performed
highly efficient and comprehensive work in the installation of
new systems, improvement of existing systems, standardization
of balance-sheets, profit-and-loss statements, auditing methods,
etc. Big business could not have prospered as it has without the
aid of these men and it cannot get along without them today.
Our federal government has used them in the formation of laws
and accounting systems with the interstate commerce commis
sion, the internal-revenue department and many others. They
have performed invaluable services for our railroads, mercantile
and financial institutions and thousands of income-tax payers
depend upon them to make out their returns. Bankers, stock
holders and investors demand their certification of corporation
balance-sheets, profit-and-loss statements and prospectuses.
In defining the word “profession,” Webster says: "the three
professions, or learned professions, are especially theology, law
and medicine.” He includes neither chemistry, engineering nor
accounting, which are so important to the conduct of business.
Theology and medicine give their greatest expression outside of
business and in our home life, but law, chemistry, engineering and
accounting subsist on business and are a part of it. Professional
accountants play their part, as has been said, but vocational ac
countants employed by industry are responsible for results in
individual institutions.
The comptroller or general auditor of a corporation should be
an expert accountant. He should know the theory and practice
of general accounting as well as the professional accountant and
infinitely more about the problems of his own concern. He is the
diagnostician of the business. His bump of curiosity is of
abnormal development and he takes nothing for granted. He
knows what is going on. He is resourceful, courageous, aggres
sive and determined to get the facts and disclose them to the
management. Although he is a bold man, he must be tactful in
order to keep the friendship and get the cooperation of the organi108
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zation. No man is stronger than the organization, and tactful
men realize this. The best comptroller is one who calls the
attention of the management orally, or by special letter, when it
fails to act in a dangerous situation.
The treasurer of a big corporation should be an expert account
ant and have the courage of a lion. The real treasurer, as I
comprehend him, is the man unafraid, when danger threatens, to
say “no” to his president or his directors when occasion demands
and to show him or them why. He should be prepared to accept
dismissal rather than to permit grave risks to be taken. If the
treasurers of all the corporations of America during 1919 and 1920
had been this type of man, most of the inflation and huge losses
of business would have been avoided. We all know of several
presidents who ran their corporations in debt during this period
without realizing the significance of their actions at the time.
This fact is one of the best evidences of the importance of account
ing to management.
The responsibility rests on the comptroller in cooperation with
the treasurer of every corporation for the character of its account
ing system, for therein lies the secret of success. Some systems
are almost choked to death with red tape. They anger the pro
duction and sales departments, puzzle the accounting forces, cost
a barrel of money and are Greek to the management. Capable
comptrollers will not permit such systems to endure. To be of
real value, accounting systems must be comprehensive, simple
and economical. They must not clutter up the factory with time
tickets, material tickets and other minutiae. Departmental
records must be kept only as the basis for operating reports that
are actually required by the management. When the cost of
keeping records and making reports exceeds the loss that might
be sustained without them, they become inadvisable.
Big business generally is equipped with efficient accounting
systems which comprise, in brief: (1) original records kept in
different departments showing receipt and disbursement of
money; purchasing, stocking and use of materials and supplies
for production, construction and equipment; the movement of
finished goods; and collection and payment of accounts; (2) oper
ating reports made from these records for the information of the
management; and (3) financial reports for the information of
management, directors and stockholders. These reports, made
daily, weekly and monthly, show what has happened in the
109
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business. Unless management thoroughly understands them,
however, and uses them to correct wrong conditions and take
further advantage of opportunities which they disclose, their
value is diminished. The management should possess at least a
good working knowledge of accounting. The possession of even
brilliant talent for manufacturing or selling or both is not enough.
There are many details of big business which management must
watch vigilantly. Plant equipment and methods of manufacture
may be economical and proper or otherwise. The number of
employees, salary and wage-rolls, kinds and cost of materials,
costs and prices of product, markets and sales efforts, financial
condition and profits, are always live questions. Reports from
the accounting department disclose the facts concerning them all.
Every member of the management from the foreman up to the
president should be an analyzer of reports and a seeker after
improvements. These things illustrate the importance of ac
counting to management. They show why it is impossible to
conduct a business intelligently and successfully without an
adequate accounting system. While such systems generally
prevail in big corporations, many smaller concerns are woefully
lacking in accounting facilities. Such concerns will bond their
cashier to prevent him from stealing the cash in the bank or the
cash drawer, and maintain no checks whatever on their inven
tories or receivables, which usually represent three-fourths or
more of their total assets. On the theory that a dollar saved is a
dollar made, they spend money reluctantly. They think only of
accounts and never in percentages. When sales can be increased
by an increase in the amount of expenses without increasing the
expense ratio, they seldom grasp the opportunity. When new
machinery or new methods will justify the scrapping of old
equipment, they may never comprehend it. Modern accounting
methods are adaptable to such concerns, whether they be engaged
in manufacturing, jobbing or retailing, and will pay their cost if
operating reports are properly utilized by the management. It
is my conviction that efficient accounting systems applied to
business generally in the United States and used intelligently by
management would save scores of millions of dollars annually.
In conclusion, I would like to make brief reference to the present
state of business. Our production, transportation and distribu
tion activities are the source of our wealth, employment, wages
and happiness. I always like to define business as “organized
110
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society working to produce and distribute the things it needs.”
If this definition be accepted, then obviously any interference
with society in its activity is an injury to everybody in the coun
try. It is awfully easy to disturb business by undermining
confidence. When this is done, unemployment ensues, with the
misery it entails. The country has been flooded with bearish
propaganda deliberately intended to undermine confidence,
frighten security holders and hurt the business of the country.
It was and is distinctly and deliberately hostile to the business of
the country, to the prosperity of the nation and to the happiness
of our people. A prominent financial magazine has described the
cumulative effect of bear raids on the stock market. It says:
“As pressure is put upon the stock market, there is less optimism, then
more pessimism, then loss of confidence, decreased buying power, reduc
tion of gross business with consequent increase in overhead, which means
lower net earnings. These factors in turn frequently force reductions in
dividends, and this has an even more depressing effect upon stock prices.
It is a vicious process. Short selling does not destroy confidence, but
raiding the market does, particularly when it is accomplished by propa
ganda originated by and intended to aid bear operators. The bear may
claim that it is just as illegitimate to boost stocks unduly, but a creation
of artificial values on the bull side does not have such a detrimental effect
in the way of injury to business and creation of unemployment.”

Business is frequently assailed and sometimes penalized because
it is big, whereas the truth is that our big industries are the very
ones that have made our country what it is. Big business is the
difference between the United States and the rest of the world.
America was not industrially great with its small industries of
thirty years ago. I remember when industrial workers were
making from ten to twenty cents an hour, when a few owned their
homes, and men who owned bicycles were considered fortunate.
Big business has made it possible for workers to own modern
homes, automobiles, talking machines and radios. Big business
has made necessities out of luxuries by mass production, which
put them within the reach of the average man. Big business has
advanced the living standard of America to a high level hitherto
unknown in history. It has converted America into the world’s
greatest industrial nation and made our big cities what they are.
All great modern nations have been industrial nations, and indus
try is the life blood of this nation. Big business, lawfully con
ducted, is the greatest asset of the nation. Every governmental
agency and the power of the people should always be exerted
towards its maintenance and prosperity.
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